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This corridor befween Kapolei and the University of
Hawali at Manoa is highly congested with more than 60
percent of Oahu's population residing there. The City
and County of Honolulu General Plan (Honolulu General
Plan, DPP 1997a) directs future population growth to the
Ewa and Primary Urban Center Development Pian and
the Centrali O'ahu Sustainable Communities Plan area.
The largest increases in population and employment
growth are expected to occur in the ‘Ewa, Waipahy,
Downtown and Kaka‘ako Districts, which are ail located
in the corridor.

According to the 2000 census, Honolulu ranks as the
fifth densest city among U.S. dties with. a population
greater than 500,000. Among those, Honolulu is the
only one without a fixed guideway transit system.

Increasing traffic congestion has impacted the
accessibility of the corridor, reduced mobility for people
and goods, degraded transit performance, and increased
.cost. The longer travel times reduce the attractiveness
of new developments emerging in Ewa/Kapolei.
Average weekday peak-period speeds on Interstate
Route H-1 (H-1 Freeway), which runs through the
corridor with the H-2 and H-3 Freeways feeding into it,
are currently less than 20 miles per hour in many places
and will degrade further by 2030. Travelers on Qahu's
roadways currently experience 51,000 vehicle hours of
delay, a measure of how much time is lost daily by
travelers in trafficc on a typical weekday. This is
expected to increase to 71,000 hours by 2030, assuming
all planned improvements in the Oahu Regionai
Transportation Plan are implemented (excluding a fixed
guideway system). Without the improvements, the
vehicle hours of delay could reach as high as 326,000
vehicle hours.

ALTERNATIVES ANALYSIS AND PROJECT IDENTIFICATION
The Alternatives Analysis {AA) process for the HHCTCP
was initiated in August 2005 and the Honolulu High-
Capacity Transit Corridor Project (HHCTCP) Alternatives
Analysis Report was presented to the City Councif in
October 2006. The purpose of the report'was to provide
the City Council with the information necessary to select
a mode and general alignment for high-capacity transit
service on Oahu. On December 22, 2006, the City
Council enacted Ordinance No. 07-001 (see Appendix
B), which selected a fixed-guideway alternative from
Kapolei to the University of Hawaii at Manoa and
Waikiki.

The selection was made recognizing that revenues from
the GET surcharge and FTA New Starts funds would not
be sufficient to fund the capital cost of the full system.
The City Council selected as the “Project” the segment
between East Kapolei and Ala Moana Center,

In addiion to a No Build Alternative, the Draft
Environmental Impact Statement (DEIS), released for
public comment between October 30, 2008 and
February 6, 2009, evaluated the two mid-corridor
alternatives resulting from the AA phase plus a third
which combined the two alignments known as the
Airport & Salt Lake Alternative. The DEIS assessed in
detail the effects of the alternatives on the environment,
land use, and economy of the corridor. As a result of
the DEIS analysis, comments from agencies and the
general public, and action by the City Coundl in
Febtuary 2009, the City selected the Airport alignment
as the preferred alternative to be covered in the Final
EIS (FEIS).

OB1eCTIVES OF THE PROJECT SPONSOR

The City's goal for the Project is to provide high-
capacity, high-speed transit in the congested east-west
transportation corridor mentioned above, as spedfied in
the 2030 Oahu Regional Transportation Plan (ORTP).
The project is intended to provide faster, more reliable
transportation in the corridor and to provide basic
mobillty in areas with diverse populations.

The following goals were used to select the Project:
1. Improve corridor mobility

2. Encourage patterns of smart growth and support
City iand use policies for growth

3. Improve transit service reliability

Provide equitable transportation solutions for all
peopie in the corridor,

Implementation of the Project, in conjunction with other
improvements in the ORTP, would moderate the growth
of anticipated traffic congestion in the corridor, provide
an alternative to private automobile use, and improve
transit linkages within the corridor. The Project also
supports the goals of the Oahu's General Plan and the
ORTP by serving areas designated for urban growth.

Prolect DeTAIL

The Project, on which this Financial Plan is based, is a
20.2-mile portion extending from East Kapolel in the
west to the Ala Moana Center in the east and is
represented by the blue line in Figure 1-2. The
alignment would include 21 stations and will be a dual
guideway with 19.5 miles elevated and 0.7 miles
constructed at-grade.

The Project is expected to be constructed in phases,
each with similar construction activities. Phase I will be
the portion between East Kapolel and Pearl Highlands,
and will also inciude construction of the vehide
maintenance and storage facility. The remainder of the
Project (Phase II) would be built in three overlapping
sub-phases continuing Koko Head from Pear Highlands

Honalulu High-Capacity Transit Corridor Project
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CHAPTER 2 : CAPITAL PLAN

This chapter describes the capital costs and funding
sources associated with both the Project and the City's
overall public transportation system. The chapter
begins with the Project’s base year and YOE capital
costs, system-wide capital costs, and the Project
schedule. This is followed by a detailed description of
the project funds, including forecasts and characteristics
of each funding source and the required project
financing.  Finally, this chapter concludes with the
system-wide capital funds available. The objective of
this chapter is to demonstrate that there is an adequate
level of funding available to address the capltal costs
associated with both the Project and the system-wide
needs through FY2030.

PRro3IeECT CaPITAL COSTS

Table 2-1 presents total annual capital expenditures
excluding finance charges. The total capital costs for
the proposed project are $4,281 million in 2009 dollars
and 45,120 million in YOE dollars, These costs are
Inclusive of construction services, soft costs, and
unaliocated contingency, buf exclude finance charges
that are detailed later in this chapter. This capital cost
also excludes soft costs (for professional services)
incurred in FY2007 and FY2008, totaling $19 million.
The cash balance at the beginning of FY2009 was
approximately $154 million which will be carried through

the year.

Table 2-1, Annual Project Capital Cost, Excluding
Finance Charges, FY2009 — 2019

City Fiscal Year Base Yedr 2009 $M YOE sM
2009 $63 463
2010 175 180
2011 451 485
2012 6542 720
2013 944 1,111
2018 o 803 973
2015 560 701
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Figure 2-5, GET Surcharge Nominal Growth Rate Forecast, FY2009-2022
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use tax is forecasted as a separate line item for the
State as a whole,

» For FY2011 through FY2023, the applied growth
rates were derived from a comprehensive economic
analysis, and forecasts based on a series of
regression models using both -historical data and
econometric forecasts from Global Insight, Moody’s
Economic Service, the IMF, the United Nations
Statistical Handbook to develop the tax base
forecasts. The models rely on the identification of
market drivers that affect the various business
categories on which the surcharge Is levied. The
model then uses historical analysis of how the
individual market drivers affect the general excise
and use tax base. Finally, the analysis is adjusted
based on a series of ongoing interviews with local
economists, researchers and stakeholders in
Honolulu. More details on the GET tax base forecast
can be found in Appendix D of this Financlal Plan.

The corresponding growth rates are presented in Figure
2-5. FY2009 actual collections are expected to be
followed by a year of low, negative nominal growth in
FY2010 equal to -0.4%. The economic recovery is
expected to begin in FY2011 with a growth rate of
5.2%, followed by a peak at 7.7% in FY2013. Growth is
expected to slow down in subsequent years, until
reaching excepted long-term average of 5.4%.

The economy is expected to experience a more
pronounced recovery from FY2011 through FY2014.
The strongest expansion in the tax base is expected to

occur in FY2013, where the effect of Honolulu’s
economic recovery is compounded with increased
visitors to the isiand. The lagged growth in the tourist
sector is due to household discretionary spending items
{such as vacations to Honolulu) being put on hold until
there is sustained economic recovery (which includes
lower unemployment rates, which is also a lagging
indicator) and higher consumer confidence. The
assumptions on the pace and magnitude of recovery are

. supported by the Congressional Budget Office and the

Federal Reserve., Beginning in FY2015, economic
growth is expected to be moderate with long-term
growth levels which will continue through FY2023. Over
this period, increases in the tax base are projected to
ocecur at a CAGR of 5.5% in nominal terms and 3.3% in
real terms. These growth rates are close to the 5.2%
and 2.7% growth rates seen over the 1995 - 2007
period.

As mentioned earfier, the growth rates assumed in this
base case are subject to numerous risks and
uncertainties, including the magnitude and timing of the
economic recovery, future inflationary pressures, the
strength of the US dollar, especially relative to the East
Asian currencies and US monetary policy. At the local
level, the real estate and tourism markets are likely to
be key underlying factors in the GET forecast.

Federal Funding Sources
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s« Other guidelines include a lmitation on the
City's variable debt rate and debt refunding
policy.

Assuming the City's Standard & Poor’s credit rating of
AA is maintained and the affordability guidelines are
applicable in future years, the limitations on GO debt
can be calculated for future years based on growth
assumptions in assessed property values, General Fund
revenues, and the Operating Budget. This analysis
reveals that the affordability guideline on the percentage
of General Fund revenue mentioned above is expected
to be the most limiting factor in calculating the debt
margin,

The Project would need to compete with other City
projects requiring debt-financing, The debt limits above
are applicable to any projects being financed by the City
and County of Honolulu, given that the debt is not self-
supported or in the form of revenue bonds. The extent
to which the City can issue debt for the Project will
depend on how much debt issuance is needed for other
high priority projects. The major capital improvements
that the City is likely to undertake in the coming years
are sanitation projects, such as sewage collection and
disposal projects. The bond proceeds used to fund
these capital Investments are expected to be self-
supported by increases in sewer service charges and are
unlikely to require the issuance of GO debt.

Honolulu High-Capacity Transit Corridor Project
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OPERATING PLAN

OPERATING COSTS

Cost escalation: labor cost, energy prices

The Financial Plan assumes that operating expenditures
would increase following general inflation. However,
certain operating cost components may increase at a
higher or slower rate depending on local conditions.
Increases in labor costs are subject to focal union
bargaining agreements. This also includes transit
employee healthcare costs, fringes and other benefits.
Energy costs in Honolulu are highly driven by oil prices
and therefore subject to the same wvolatiity. The
operating cost estimate assumed in the Financial Plan
already assumes a 3% upward adjustment to electricity
prices as compared to WMATA, but this may prove to be
a conservative assumption if oil prices remain at their
current relatively low levels.

System operations

The O&M cost methodology used the WMATA as a base
for forecasting operating costs per station since this
agency had the most relevant data set. However, once
the system is built and operational there may be a
number of uncertainties in station operations could have
impacts on operating costs, both negative and positive

A change in the bus vehicle fleet allocation may also
reduce operating costs as well as affect bus
replacements costs. The City currently has a policy to
move towards a fleet in which all articulated buses are
hybrids. Changes to that policy may have a significant
impact on system operating costs as well as ongoing
capital costs. A hybrid bus costs approximately $1
million to replace while a diesel bus costs approximately
$650 thousand. However hybrid buses are less
expensive to operate and have operating cost savings of
approximately $5,000 per peak vehicle over similar
diesel buses.

OPERATING REVENUES

Fare revenues-Ridership

Fare revenues are based upon current demand forecasts
for ridership and a continuation of current fare jevels in
real terms which could both change due to a number of
short term and long term socio-economic variables such

as:
» The state of the economy

» The iocal job market

« Population growth

« Traffic congestion on roads and main highways
« Fuel prices

» Land use and development plans

White the existing travel demand forecast has made
some assumptions on each of these variables, there are

uncertainties surrounding the timing and extent of each
one of them.

OTHER OPPORTUNITIES FOR THE OPERATING PLAN

Other Operating Revenues - net parking
revenues, advertising revenues, TOD (joint
development)

Additional and/or expanded sources of operating
revenues could be considered for the rail project. The
following lists selected options that could significantly
reduce the City’s contribution to offset operating costs.

Advertising and other non-fare operating
revenues

Expanding the advertising program could generate
significantly more than the approximately $400,000
received by the City for bus advertisements. With the
introduction of rail service, not only will there be an
ability to advertise within each railcar, but the stations
will also present potential advertising locations for local
businesses. Based on 2007 NTD data, Honolulu receives
approximately $0.006 per boarding, while some of the
larger systems in the US receive 10 to 40 tmes that
amount per boarding. Other miscellaneous operating
revenue opportunities include the lease of right-of-way
for telecommunications or naming of stations.

Parking Revenues

Demand for park and ride stations is strong in Honolulu,
and charging even a nominal amount for daily parking
could generate a significant amount of revenue,
Collected parking funds could be used for capital and/or
operating, as parking surcharges could be bonded to
offset the construction costs of the parking garages, or
revenues could be used to offset operating costs of the
garages Including garage attendants and security
personnel,

Reduced service redundancies between bus and
rail operations

The addition of the Project to the existing: service, will
likkely result in some overlap. of service between bus and
rail. While some bus service and route modifications are
planned as the Project is Implemented, there is a
possibility to further reduce the existing bus service as
rail ridership grows. This would have an impact on
ongoing bus flest replacement cycles, since fewer buses
may need to be replaced as more a2 removed form
service thus affecting Q&M costs for the bus fleet.

Adjust City Highway Fund Revenues

The Financial Plan only assumes revenues from the
City's general and highway funds will grow at historical
real growth rates pius general inflation. As a general
purpose local government, the City, may have the
opportunity to raise other local tax revenues over and
beyond the baseline growth rate assumed for the
general and highway fund revenues In this Financial
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Plan. Both funds consist of a variety of tax revenues,
including property taxes but also City and County fuel
tax and County Motor vehicle Weight tax, which are the
two largest sources of revenues for the highway fund.

5307 becoming available following
reauthorization or being taken from capital if GET
revenues are higher than expected.

While 5307 funds are used for capital purposes In
priority, any remaining amount is diverted to operations
for preventive maintenance purposes. Uncertainties in
the Capital Plan discussed above could therefore also
impact the amount of Federal 5307 funds used for
preventative maintenance and alleviate pressures on the
local amount of operating subsidy required.

Henolulu High-Capacity Transit Corridor Project
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Appendix A: Summary Cash Flows

Appendix A includes:
1) Summary Cash Flows for the Project
2) Summary Cash Flows for System-wide Ongoing Capital Costs

3) Summary Cash Flows for System-wide Operating Costs

Honolulu High-Capacity Transit Corridor Project August 2009
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City and County of Honolulu, Hawai’i Financial Plan for Entry into Preliminary Engineering

Appendix B: Fixed Guideway Legislation

Appendix B includes:

1} Bill for an Ordinance for Honolulu’s Locally Preferred Alternative

Honolulu High-Capacity Transit Corridor Project August 2009
Page B-1
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42 CITY COUNCIL ORDINANCE - 8901

Y A O ey oy Y BILL 79 (2006), CD2, FD2
(Final 42)

A BILL FOR AN ORDINANCE

RELATING TO TRANSIT.

BE IT ORDAINED by the People of the City and County of Honolulu:

SECTION 1. The purpose of this ordinance is to select the city's locally preferred
alternative to comply with the process that will be followed in implementing Honolulu's
mass transit project. The council has received the Alternatives Analysis Report for the
Honolulu High-Capacity Transit Corridor Project ("AA"), dated November 1, 2006. The
council believes that, in its role as policymakers for the city, a fixed guideway system is
the best selection for the long-term needs and demands of our growing island
population. Therefore, the council approves a fixed guideway system as the locally
preferred alternative, which will allow the city administration to move forward on the

locally preferred alternative.

PART |. Selection of the Locally Preferred Alternative
SECTION 2. Selection of the locally preferred alternative.
The locally preferred alternative for the Honolulu High-Capacity Transit Corridor
Project shall be a fixed guideway system between Kapolei and the University of Hawaii

at Manoa, starting at or near the intersection of Kapolei Parkway and Kalaeloa
Boulevard, with an alignment as follows:

(1)  Section | — Saratoga Avenue/North-South Road and Kamokila Boulevard,
as determined by the city administration before or during preliminary
engineering, to Farrington Highway;

(2)  Section Il - Farrington Highway/Kamehameha Highway;

(3)  Section Il — Salt Lake Boulevard and Aolele Street as determined by the
city administration before or during preliminary engineering;

(4)  Section IV - Dillingham Boulevard; and

(6)  Section V ~ Nimitz Highway/Halekauwila Street/Kapiolani Boulevard to the
University of Hawaii at Manoa, with the Waikiki branch.

The "sections’ refer to the sections in figures 2-3 through 2-7 of the Alternatives
Analysis Report.

0CS/122206/04:10/HM
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taxes become effective, regardless of whether the contract
allows for the passing on of any tax or any tax increases.

(d) No county surcharge on state tax shall be established
on_any:

(1) Gross income oOr gross proceeds
taxable under this chapter at the one-
half per cent tax rate;

{2) Gross income Or gross proceeds
taxable under this chapter at the 0.15
per cent tax rate; or

(3) Transactions, amounts, persons,
gross income, Or gross proceeds exempt
from tax under this chapter.

{e} The director of taxation shall revise the general
excise and use tax forms to provide for the clear and
separate designation of the imposition and payment of the
county surcharge on state tax,

(f) The taxpayer shall designate the taxation district to
which the county surcharge on state tax is assigned in
accordance with rules adopted by the director of taxation
under chapter 91. The taxpaver shall file a schedule with
the taxpaver's periodic and annual general excise and use
tax returns summarizing the amount of taxes assigned to
each taxation district.

(g) The penalties provided by section 231-39 for failure to

file a tax return shall be imposed on the amount of
surcharge due on the return being filed for the failure to
file the schedule required to accompany the return. In
addition, there shall be added to the tax an amount egual
to ten per cent of the amount of the surcharge and tax due
on the return being filed for the failure to file the
schedule or the failure to correctly report the assignment
of the general excise tax by taxation district on the
schedule reguired under this subsection.

(h) All taxpayers who file on a fiscal year basis whose
fiscal year ends after December 31 of the year prior to the

taxable year in which the taxes become effective, shall
file a short period annual return for the period preceding
January 1 of the taxable year in which the taxes become
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effective. Bach fiscal year taxpaver shall alsoc file a
short period annual return for the period starting on
January 1 of the taxable year in which the taxes become
effective, and ending before January 1 of the following

ear."

SECTION 3. Chapter 238, Hawaii Revised Statutes,; is amended
by adding a new section to be appropriately designated and
to read as follows:

"§238-~ County surcharge on state tax; administration.
{a} The county surcharge on state tax, upon the adoption of
a county ordinance under section 46- , shall be levied,

assessed, and c¢ollected as provided in this section on the
value of property taxable under this chapter. No county
shall set the surcharge on state tax at a rate greater than
one per cent of all gross proceeds and gross income taxable
under this chapter. All provisions of this chapter shall
apply to the county surcharge on state tax. With respect to
the surcharge, the director shall have all the rights and
powers provided under this chapter. In addition, the
director of taxation shall have the exclusive rights and
power to determine the county or counties in which a person
imports or purchases tangible personal property and, in the
case of a person importing or purchasing tangible property
in more than one county, the director shall determine,
through apportionment or other means, that portion of the
surcharge on state tax attributable to the importation or
purchase in each county. ‘

(b) Each county surcharge on state tax that may be adopted
shall be levied beginning in the taxable year after the
adoption of the relevant county ordinance.

{c¢) No county surcharge on state tax shall be established
upen any use taxable underx this chapter at the one-hglf per
cent tax rate or uypon any use that is not subiject to
taxation or that is exempt from taxation under this

chapter,

{d) The director of taxation shall revise the general
excise and vse tax forms to provide for the clear and
separate designation of the imposition and payment of the
county surcharge on state tax.

{(e) The taxpaver shall designate the taxation district to
which the county surcharge on state tax is assigned in
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accordance with rules adopted by the director of taxation
under chapter 91. The taxpaver shall file a schedule with
the taxpaver's periodic and annuval general excise and use
tax returns summarizing the amount of taxes assigned to
each taxation district,

{f} The penalties provided by section 231-39 for failure to
file a tax return shall be imposed on the amount of
surcharge due on the return being filed for the failure to
file the schedule reguired to accompany the return. In
addition, there shall be added to the tax an amount egual
to ten per cent of the amount of the surcharge and tax due
on the return being filed for the failure to file the
schedule or the failure to correctly report the assignment
of the use tax by taxation district on the schedule
required under this subsection.

{g} All taxpayers who file on a fiscal year basis whose
fiscal vear ends after December 31 of the year prior to the
taxable year in which the taxes become effective, shall
file a short period annual return for the period preceding
January 1 of the taxable year in which the taxes become
effective. Each fiscal yvear taxpaver shall also file a
short period annual return for the period starting on
January 1 of the taxable year in which the taxes become
effective, and ending before January 1 of the following

year."
SECTION 4. Chapter 248, Hawail Revised Statutes, is amended

by adding a new section to be appropriately designated and
to read as follows:

"§248- County surcharge on state tax; disposition of
proceeds. (a) If adopted by county ordinance, all county
surcharges on state tax collected by the director of
taxation shall be paid into the state treasury each month,
within ten working days after collection, and shall be kept

by the director of finance in special accounts. Qut of the
county surcharges on state tax paid into the state treasury

special accounts, the director of finance shall retain,
from time to btime, sufficient amounts to reimburse the
State for the costs of assessment, collection, and
disposition of the county surcharge on state tax incurred
by the State. Amounts retained shall be general fund
tealizations of the State.
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{b} The costs of assessment, collection, and disposition of
county surcharges on state tax shall be withheld from
pavment to the several counties by the State cut of the
county surcharges on state tax collected for the current

calendar year.

(¢} The costs of assessment; collection, and disposition of
the gounty surcharges on state tax shall be borne by each
of the several counties in an amount proportional to the
total amount of surcharges allocated to that county divided
by the total amount of surcharges collected for the entire
State for the preceding calendar vyear.

{d} For the purpose of this section, the costs of
assessment, collection, and disposition of the county
surcharges on state tax shall include any and all costs,
direct or indirect, that are deemed necessary and proper to
effectively administer this section and sections 237-

and 238~ . Costs include refunds or reductions of income
taxes under section 235-110.7 attributable to the c¢ounty

surcharge on state tax.

(e} After the deduction of the costs under subsection {(b),
the director of finance shall pay the remaining balance on
a monthly or guarterly basis to the director of finance for
each county that has adopted a county surchaxge on state
tax under section 46~ . The payments shall be made as
soon as possible after the county surcharges on state tax
have been paid into the state treasury special accounts or
after the disposition of any tax appeal, as the case may
be. All county surcharges on state tax collected shall be
distributed by the director of finance to the county in
which the county surcharge ¢on state tax is generated and
shall be a general fund realization of the county, to be
used for the purposes specified in section 46~ by each
of the several counties.®

SECTICN 5. Chapter 51D, Hawaii Revised Statutes, is
repealed.

SECTION 6. New statutory material is underscored.

SECTION 7. This Act shall take effect on July 1, 2005.
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Honalulu economic recovery are compounded with increased visitors to the island (i.e. increased tourist-
sector based taxes such as Retailing, Services, and Hotels and Lodging). The Jagged growth in the
tourist-sector Is because household discretionary spending items such as vacations to Honolulu will be
put on hold until there is sustained economic recovery (which includes lower unemployment rates, which
is also a lagged indicator) and higher consumer confidence. These assumptions on the pace and
magnitude of recovery 1s supported by the Congressional Budget Office and the Federal Reserve,
Beginning in FY 2015, economic growth is expected to moderate to long-term growth levels, which will
continue through FY 2023. Over this period, increases in the tax base are projected to occur at a CAGR of
5.5% in nominal terms and 3.3% in real terms. These growth rates are close to the 5.2% and 2.7%
growth rates seen over the 1995 to 2007 historical period.

The next sections will describe individual forecast methodologies and the respective data sources used in
the analysis. Unless otherwise noted, all years presented herein are specified as calendar vears.

Retail Tax Base

The Oahu retail tax base represents nearly 50% of the General Excise Tax (GET) base in Hawaii, making
it by far the single largest component of the tax base. This component was broken into two sub-
categories to create a forecast:

{1 Retail tax base =
Retall spending by Oahu residents + Retail spending by US mainiand or foreign visitors

In 2007, the share of retail spending attributed to Hawaii residents comprised roughly 82% of the total
retail tax base in 2007, while the other 18% consisted of tourist spending.

Retail Spending by Oahu Residents

In Hawali, similar to other economies, retail spending is largely a function of the leve! of personal income:;
(2) Nominal Retail spending by Hawall residents® = f {Nominal Personal incomes in Hawaii®)

To obtain a measure of the Qahu share of total Hawaii retail spending, the projected Qahu share of the
state retail tax base was used. The Qahu share of the state tax base has been relatively stable at roughly
84% over the last 10 years, and is expected to remain stable over the forecast period.

The forecast of Oahu non-tourism retail spending in nominal dollars is presented below. Retail
expenditures are expected to grow at a sluggish 0.1% per year from 2007 to 2009, due to the current US
economic downturn. From 2009 to 2023, Oahu retail spending is forecast to rise at a CAGR of 5.8%,
slightly below the 6.1% annual rate seen gver the 1995-2007 period. In nominal dollars, Oahu retail
expenditures are projected to grow from $18.4 billion in 2007 to $40.9 bililon in 2023.
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Exhibit 5: Forecast of Retail Spending by Oahu Residents, 2008 to 2623
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Retail Spending by US Mainland and Foreign Visitors

As shown in Exhibit 6, the tourism share of the retail tax base has been declining in importance over the
last decade, mainly due to the steady decline in Japanese tourist arrivals.
Exhibit 6: Tourism Share of the Hawaii Retail Base, 1999 to 20067
0%
%%
2%
15%

10%

1599 2000 001 2002 2003 W04 2005 2008 2007
# Yourisrm Share of Retall Tax Sase

Source. Hawall Department of Business, Economic Develapment and Tourlsm (DBFOT)

PB employed the following equation to produce a forecast of tourist-driven retail spending:

(3) Retail spending by US mainland or foreign visitors =
Retail spending by US visitors + Retail spending by Japanese visitors + Retail spending by other visitors

Each of the three components of tourist retail spending (in equation 3) was separately estimated using a
unique set of drivers for each tourist group.

In 2007, 72% of total Hawaii visitor days were aftributed to US mainland tourists {combined US West and
US East), with 28% split between Japanese tourists and other foreign tourists. Exhibit 7 also captures
the decline in Japanese tourist visitor days seen over the last ten years, which is likely a function of the
declining and aging Japanese population. The “other” category, comprised of Canadians, Europeans,
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Exhibit 9: Forecast of State of !iawaii Expenditures by US Tourists, 2008 to 2023
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The forecast in:Exhibit 9 was muitiplied by the Oahu share of total US visitor days to arrive at Oahu
expenditures by US tourists. As illustrated in Exhibit 10, the Qahu share of total US visitor days are
expected to decline over the forecast horizon.

Exhibit 10: Forecast of Oahu Share of US Tourist Visitor Days
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The decline shown in Exhibit 10 is supported by the fact that the number of lodging units available in

Qahu has been declining in recent years (see Exhibit 11). Although new construction for additional Oahu
hotel and timeshare units is planned over the next several years, the overall outiook over the medium to

long term is that the removal of units from the market will nearly offset the additional housing units

constructed, and the lodging unit stock in Oahu will be somewhat fixed. Alternatively, the stock of ledging
units in other Hawaii counties has been increasing, and is expected to continue to increase as a share of

total statewide lodging units®,
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Japanese Tourists

In 1995, Japanese tourists provided 45% of the state’s tourism-related retail revenue; however, today
that share has fallen to 16%. The likely reasons for this decline are twofold: the Japanese economic
entered into a period of stagnation in the second half of the 1990s, and an increasing share of the
population began to reach retirement. Accordingly, the drivers utilized for the Japanese forecast are:

(5) Hawaii expenditures by Japanese tourists'® =
f (Median Japanese international traveler age'!, US/Yen exchange rate'?, Japanese GDP*)

The regression results are shown Exhibit 13.

Exhibit 13: Japanese Tourist Expenditures in State of Hawaii Regression Results

Dependent Variable: Log(Nominal State of Hawaii Expenditures by Japanese

Tourists)

Annual data, 1985-2007

Variable OLS

Constant =1B.2919%*
(8.5441)

- Log(Neminal Japanese GDP) 2.1065%*

(0.2682)

Log(US/Yen Ex: Rate) =1.0124**
(0.1624)

Log(Median Age of Japanese Travelers) -7.2107%*
(0.5900)

Observations 23

Adjusted R-Squared 0.9402

F:Test (p value) 0.0000

Akaike Information Criterion 1.9772

Durbin-Watson Statistic 1.5595

Numbeérs in parenthesis below the coefficient estimates are standard errors.

¥ (**) Implies thal the variable is significant at the 10 (5) percent level.

Source: PB Andlysis
The forecast of total statewide expenditures by Japanese tourists is shown in Exhibit 14. Over the
forecast period, nominal Japanese expenditures are projected to decline at a CAGR of 1.6%. This
decrease in future Japanese expenditure in Hawaii is attributed to the expected depreciation of the Yen
and weak GDP growth over the next five years, in addition to losses in tourist arrivals due to the aging
Japanese population.

Exhibit 14: Forecast of Statewide Expenditures by Japanese Tourists, 2008 to 2023
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Exhibit 20: Forecast of Oahu Retail Tax Base, 2008 to 2023
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Services Tax Base

It is expected that most service industries in Oahu are driven mainly by the overall health of the
economy, which can be proxied with the measure of Hawaii personal income.

@ Hawaii Services Tax Base'®: f (Hawaii personal income'?)

The model regression results are shown in Exhibit 21.

Exhibit 21: State of Hawalii Services Tax Base Regression Results

Dependent Variable: Log{Nominal State of Hawaii Services Tax Base)
Quarterly Data, 1980Q1-2008Q3
Variable 0LS
Constant 7.9015%*
(0.3852)
Log(Nominal Hawaii Personal Income) 1.2698**
(0:0375)
Observations 113
Adjusted R-Squared 0.9953
F Test (pvalue) 0.0000
Akaike Information Criterion 3.7275
Durbin-Watson Statistic 2.1936

Numbers in parenthesis below the coeffitient estimates are standard errors.
* (¥*) Implies that the vanable is significant at the 10 (5) percent level.

Source: PB Analysis

The forecast of the nominal Oahu services tax base is shown in Exhibit 22. Due to the economic
downturn, the 2007 to 2009 forecast projects a 2.8% contraction in the county’s services tax base. In
nominal dollar terms, the nominal Qahu services tax base is expected to increase from $9.1 billion in
2007 to $18.1 billion in 2023, at a CAGR of 5.5%, lower than the 6.0% CAGR occurring during the 1995
to 2007 period.
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forecast to rise at a CAGR of 7.5%, faster than the historical rate of 4.7% from 1995 to 2007, due mainly

to the strong recovery expected in 2011 and 2012.

Exhibit 24: Forecast of Nominal Oahu Hotels & Lodging Tax Base, 2008Q4 to 2023Q4
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Contracting Tax Base

Contracting in Oahu is driven by the level of both public and private development occurring throughout

the county, which was proxied using personal income.

(8) Hawaii Contracting tax base = f (Personal income®®, External shocks?!)

The results of the final regression specification are shown in Exhibit 25.

Exhibit 25: State of Hawaii Contracting Tax Base Regression Resuits

Dependent Variable: Log(Nominal State of Hawaii Contracting Tax Base)
Quarterly data, 1980Q1-2008Q3
Variable oLS
Constant 3.7189
{4.2785)
Log(Nomina!l Hawail Personal Income) 1.6098%*
(0.4031)
External Shocks -0.13590%*
{0.0329)
Observations 113
Adjusted R-Squared 0.9682
F Test (p value) 0.0000
Akaike Information Criterion 1.9832
Durbin-Watson ‘Statistic 1.9693

Numbers in parenthesis below the coefficient estimates are standard éerrors.

* (**) Implies that the variable is significant at the 10.(5) percent level.

Source: PB Analysis

The Oahu nominal contracting tax base: is expected to decline at a 2.8% pace per year between 2007
and 2009, as the housing slowdown continues to reduce the need for contracting activity in Oahu.
Contracting activity is expected to expand 6.5% in 2010 and 7.0% in 2011, as private activity resumes
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